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Foreign Exchange Control Board 
Orrawa, March 3l1st, 1948. 


Tue Hon. D. C. Assort, K.C., M.P., 
Minister of Finance, 
OTTAWA. 


Dear Sir, 

In accordance with the provisions of the Foreign Exchange 
Control Act Iam submitting herewith a report of the operations 
of the Exchange Fund Account for the year 1947. Annexed hereto 
is a statement of the assets and liabilities of the Exchange Fund 
Account as of December 31, 1947, with comparative figures for 
December 31, 1946, and a statement of the revenue and expendi- 
ture of the Account in the year 1947 with comparative figures for 
1946. | 


Statement of Assets and Liabilities 


At the end of 1947 the Exchange Fund Account held $286.6 
million in gold and $171.8 million in United States dollars, a total 
of $458.4 million. In addition, $43.3 million in United States dollars 
was held by the Government, making total official holdings at the 
year-end $501.7 million. The variations in total official holdings 
since the commencement of exchange control are shown below: 


TABLE I 
Canada’s Holdings of Gold and U.S. Dollars 
(in millions of U.S. dollars) 
F.E.C.B. 


Dominion : 
and Ga Geena Private! Total 
De DE aoa U sede se ert 250.7), 22 .4 132 393.1 
Gewese) eee ct 272.8 33.4 98 404 .2 
Deer tel O40 2 airs Fe bie | 309.3 20.8 Z D328 
Peer aL LOA Le ty, nie Pas. Uy we LOted 25.) - 187.6 
Pec tote LOAD. hil of iy liaha bs 242.9 7on0 _ 318.5 
ec LUA ee ge SJ 32 76 .4 = 649.6 
Deca iv oade, ua te ere 800.1 102.1 = 902 .2 
IEG SS es 14 eed oe Ie noe V2 7509 25201 - 1,508.0 
Pee 1 VOLS i ie | eC HPAL. 122i 2246 a 1,244.9 
Dera 3 1p 194 Je et) NN oe, 458 .4 43.3 ee 501.7 





1Exclusive of working balances. 


by 


Total official holdings of gold and United States dollars were thus 
$743.2 million lower at the end of 1947 than at the previous year- 
end. Sterling holdings consisted only of working balances and no 
other foreign currencies were held in the Exchange Fund Account. 
The changes in Canada’s foreign exchange position in 1947 are 
discussed in more detail later in this Report. 


The liabilities of the Exchange Fund Account at the end of 
1947 consisted almost entirely of advances from the Minister of 
Finance out of the Consolidated Revenue Fund and of the excess 
of revenue over expenditure for the year. The latter is to 
be transferred to the Consolidated Revenue Fund in accordance 
with the provisions of the Foreign Exchange Control Act. Ad- 
vances from the Minister to the Exchange Fund Account were 
repaid to the extent of $770 million during 1947 as Canadian dollars 
accrued to the Account through the excess of sales over purchases 
of United States dollars. 


Statement of Revenue and Expenditure 

The excess of revenue over expenditure amounted to $10.8 
million in 1947 compared with $1.7 million in 1946, the increase 
being made up as follows: 











(Millions of 
Canadian 
Dollars) 
Increase in Revenue 
Murnover on foreten, exchange... kee ee epi + 5.9 
Teansactions 17 gOlder em) csaet aye ee eee tate ets tata -+- 3 
Earnings on investments and foreign balances......... => eal 
+ 4.6 
Increase in Expenditure 
Commissions on exchange transactions. .......+....-. oe me 
Interest on advances from Minister...............+. — 4.7 
General operating costs: tae eos e eel, ae eee Og 
40 
Increase in excess of revenue over expenditure........ + 9.2 


The spread accruing to the Exchange Fund Account between 
the rates for buying and selling exchange” remained at $ per cent 





1General operating costs were not met out of Exchange Fund revenue in 1947. See page 4. 
2The rates of exchange established on July 5, 1946 have been continued in force since that time 
and are as follows: 
US. dollars—buying — par 
selling — 3% premium 
Sterling —- buying — $4.02 
selling — $4.04 
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throughout the year but substantially larger turnover resulted in 
the increased revenue from this source. Earnings on investments 
and foreign balances declined with the reduction in holdings of 
United States dollar assets. Similarly, interest paid on advances 
by the Minister of Finance decreased as the outstanding amount 
was reduced through repayments. The rate charged on these 
advances remained constant at 3 per cent throughout the year. 
The commission paid to banks was at the rate of % per cent, the 
same as in 1946, but the amounts paid went up as a result of the 
increase in turnover. 


Gold Transactions 


The following statement summarizes the gold transactions 
of the Exchange Fund Account in 1947: 





(Millions of 
dollars) 
Sales 

SROs VIMIVIRT Ee tAoie hI TIC Gi aie cin oP 8 sho i oe samt v4.6 
To Federal Reserve Bank of New York.............. 305 .4 
Wo eo iereroreicim ential Danks, fue ese a cig vatcan 37.4 
416.4 

Purchases 
COME NitistemmcteAnalice cinwan: ci renee. vaawes seuiane 94.9 
PCM OVO Danes mee ae cht, de ate «ati Lies a 72.1 
167 .0 
Net decrease in gold holdings in 1947............... 249 .4 


The gold purchased from the Minister of Finance was derived 
from current gold production while that sold to the Minister was 
for the purpose of paying the balance of Canada’s gold subscription 
to the International Monetary Fund. Other gold sales were made 
for the purpose of acquiring United States dollars and to cover 
our requirements of Swiss francs. 

All gold transactions took place on the basis of the ofhcial 
price of $35 U.S. per fine ounce. Gold is carried on the books of 
the Exchange Fund Account at this price minus the cost of ship- 
ment to New York and the handling charge which has to be paid 
when sales are made to the United States. It is sometimes possible 
to secure a net return on gold sales slightly more favourable than 
the book value. This occurs when a specially large shipment of 
gold to New York permits us to obtain a lower express rate than 
is applicable to moderate-sized lots. It also occurs when sales are 
made to countries other than the United States at prices based 
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on $35 USS. per fine ounce, but with a saving in handling charges 
as compared with those applied by the United States. The revenue 
of $415,000 from gold transactions shown in the annexed state- 
ment of revenue and expenditure resulted from these factors. 


Operating Expenses 


Under the provisions of the Foreign Exchange Control Act, 
which came into force on January 1, 1947, the Bank of Canada, as 
fiscal agent for the Government, furnishes without charge the 
staff, premises, office supplies and equipment needed by the Board 
and pays travelling expenses of the staff. All other expenses are 
met out of moneys appropriated by Parliament. For this reason 
the items of expenditure in the 1946 statement for Cost of Coin 
Shipments, Interest on Retirement Fund and General Operating 
Costs, totalling $596,217, do not have their counterpart in the 
statement of revenue and expenditure of the Exchange Fund 
Account in 1947. 

The number of Bank of Canada staff engaged on duties for the 
Board increased from 240 at January 1, 1947 to 420 at the end of 
the year. This was due to a rise in volume of foreign exchange 
transactions, modifications of operating methods resulting from the 
changes in arrangements for settlement of trade balances with the 
sterling area and added duties and responsibilities arising out of 
the import and travel restrictions announced by the Government 
in November. These factors also contributed to an increase in 
the cost of administration of exchange control from $596,217 in 
1946 to $810,668 in 1947. In the latter year these expenditures 
were met as follows: 


By Bank of Canada for staff, premises, office sup- 
plies and equipment and travelling ex- 


Dees yc) 8 Mie amar tare ate Memes tae treat as $731,702 
Out of Parliamentary appropriation 

Postage! and/express .-/an a nena nts meee $ 2,695 
Telegrams and telephones.............. 22,532 
Stationery ana Drin ting pee een cry 24,392 
PntOrcement'.).cyicyt:. oleae aerate saints 4,641 
C@ostfof coi shipments.) ..' 78.0 ste 19,148 
Miscellaneous. 22 02: ana cweee pet & 5,555 

78,966 

$810,668 





1The approximate amount of fines and forfeitures collected for offences under the Foreign 
Exchange Control Act and credited to the Consolidated Revenue Fund was $50,000 in 1947 com- 
pared with $11,000 in 1946. 


4 


ExcHANGE ContrROL Poricizgs AND MeEtTHops 


The operations of exchange control throughout the year were 
governed by the Foreign Exchange Control Act, and by the 
Regulations passed by the Governor in Council thereunder. 
Various changes were made in the Regulations and in adminis- 
trative policy during the year, the more important of which are 
referred to below. For the most part they represent a tightening 
of the control. It should be borne in mind, however, that the 
major steps taken to deal with the severe exchange losses in 1947 
were measures of Government policy other than exchange control 
measures. 


Travel 

When the Foreign Exchange Control Bill was before Parlia- 
ment, the proposal was made that Canadian residents should be 
permitted to retain up to $100 in United States currency and to 
use it for travel purposes without obtaining a permit. In Sep- 
tember 1946 this proposal was adopted for a trial period and, in 
line with it, the purchase from an authorized dealer of up to $100 
in United States currency for bona fide travel purposes was 
exempted from permit commencing on January 1, 1947. 


In practice it was found that advantage was taken of these 
exemptions on an increasing scale by persons desiring to acquire 
and use United States currency for unauthorized purposes and that 
considerable sums of United States currency spent in Canada by 
American tourists were being held by individuals rather than sold 
to banks where they would be available to meet the needs of the 
Canadian economy as a whole. 


In March 1947, therefore, the exemption from permit for 
purchases of United States currency from banks was eliminated 
entirely and in May 1947 the Regulations were further amended 
to require any Canadian resident having more than $10 in United 
States currency in his possession to sell it to his bank. At the 
same time the exemption from permit for the export of currency 
by Canadian travellers was reduced to $10 in United States 
currency and a total of $25 in both United States and Canadian 
currency. 


In November 1947, as part of the Government’s program to 
conserve Canada’s United States dollar resources, the Board was 
instructed to limit the amount of United States dollars made 
available to Canadian residents for travel purposes to an annual 
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gation of $150 except where the travel is for genuine business, 
health or educational purposes. 


Change of Residential Status 


At the same time as the introduction of the United States 
dollar travel ration, the maximum amount of funds which a resi- 
dent of Canada who moves to the United States dollar area is 
permitted to transfer from Canada during the first year was 
reduced from $25,000 to $12,500. As in the past, United States 
dollars are not made available at the official rate for these transfers 
of capital. The transfers may, however, be made through the 
unofficial market in the United States. 


- Capital Withdrawals by Non-Residents 


For some time prior to April 1947, the policy was followed 
of authorizing certain types of capital payments to be made by 
residents to non-residents in Canadian dollars which the non- 
residents were free to convert into United States funds in the 
unofficial market in the United States. Since April the Board has 
been approving such payments only on condition that the non- 
residents concerned simultaneously reinvest the Canadian dollars 
in certain types of Canadian domestic securities. The principal 
payments affected by this change are payments of balances due 
on those inter-company accounts which represent capital employed 
in Canada since before the war, distributions on the winding up, 
liquidation or reduction of capital of Canadian companies, pay- 
ments of dividends in excess of current earnings and payments of 
the proceeds of sales of real estate in Canada held as investments by 
non-residents. 


Sterling Transactions 


As noted in the previous Report, the exchange control 
arrangements of the United Kingdom made it possible, commencing 
January 1, 1947, for Canadian exporters and importers to trade 
on a sterling basis, as an alternative to United States dollars, 
with a number of non-sterling area countries in addition to coun- 
tries in the sterling area. The list of non-sterling area countries 
covered by these arrangements was added to from time to time 
and by July 15, 1947, the United Kingdom had, for practical pur- 
poses, made the current sterling receipts of all other countries 
freely available for expenditure anywhere. On August 19, 1947, 
the United Kingdom announced, however, that it found it neces- 
sary to reimpose certain limitations on the transferability of sterling 
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held by non-sterling area countries because of the heavy drain 
which this was causing on the United Kingdom’s dollar resources. 
As a result, Canadian exporters could no longer obtain payment in 
sterling from non-sterling area countries and Canadian importers 
could no longer pay sterling for imports from those countries. 


The end of sterling convertibility did not affect in any 
material way transactions between Canada and sterling area 
countries. Canadian exporters may, as in the past, accept pay- 
ment in sterling for exports to the sterling area. Similarly, Canadian 
importers may pay sterling to the sterling area for imports from 
sterling area countries. At the present time the sterling area 
comprises the British Commonwealth and Empire (except Canada 
and Newfoundland) and Burma, Iceland, Faroe Islands and Iraq. 


In consequence of the limitations imposed on the use of 
sterling, it was necessary for the Board to limit Canadian expendi- 
tures in the sterling area to sterling or Canadian dollars and the 
provision of United States dollars for that purpose in certain cases 
was accordingly discontinued. 


New Direct Foreign Investments 
by Canadian Residents 


Throughout the year the policy of providing United States 
dollars to Canadian residents for capital investment in new com’ 
merical ventures abroad was reviewed in the light of the general 
exchange position. The Board continued to approve in principle 
applications for new direct investments which will produce exports 
from Canada or secure necessary sources of imports. Where large 
amounts are involved, however, the stipulation may be made that 
the applicant obtain the funds required from sources outside 
Canada, for example by borrowing or issuing stock in the United 
States. In general, United States dollars are not now made avail- 
able for the establishment outside Canada by a Canadian resident 
of new operations which, even though similar to those carried 
on by the applicant in Canada, are not important as export outlets. 
Where such operations were previously commenced with the 
authority of the Board, however, the financing of their completion 
is normally authorized either through the export of certain types 
of securities or by borrowing outside Canada. 


Non-Resident Direct Investments in Canada 


Residents of the United States have always been free to 
acquire Canadian dollars in the unofficial market in the United 
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States for the purpose of making new capital investments in 
Canada either directly or through advances to a Canadian com- 
pany. During the year certain non-resident companies sought to 
introduce new capital in unofficial Canadian dollars into Canadian 
enterprises for the purpose of enabling the latter to obtain United 
States dollars at the official rate either to distribute their current 
earnings or to import goods from the United States in connection 
with capital expansion programs. In order to counteract this 
tendency, the Board found it necessary to refuse to authorize sales 
of exchange against Canadian dollars invested by a non-resident in 
a Canadian enterprise in cases where the Canadian dollars were 
obtained in the unofhcial market. 

As in the past, a non-resident who makes a new capital 
investment in Canada (otherwise than in marketable bonds and 
debentures) and records the investment with the Board when it is 
made is permitted subsequently to liquidate the investment in 
Canada and withdraw the proceeds in Canadian dollars eligible 
for conversion into United States dollars in the unofficial market 
in the United States. Similarly, the repayment at maturity of 
authorized borowings is approved in the currency in which the 
obligations were incurred and recorded with the Board. Exchange 
continues to be made available at the official rate for the remittance 
from Canada of net current earnings on capital investments of 
norresidents, including interest on loans by non-residents to 
residents. 


Dividends and Profits to Parent Companies and Head Offices 

In September 1947 the Board revised and standardized the 
method under which remittances of earnings by Canadian sub- 
sidiaries and branches of foreign companies would be approved. 
Applications for such remittances may be submitted three months 
after the close of the fiscal year to which they relate, and companies 
with accumulations of earnings are given the choice of remitting 
the amount of the earnings represented by either the first or last 
year of the accumulations. Calculation of the amount payable 
is also subject to adjustment for capital profits, the customary 
allowances for tax purposes, depreciation, reserves, etc., and con- 
sideration is given, as well, to whether or not special financing 
is required to make the remittance. 


Miscellaneous Remittances 


Asa means of enabling the Board to give more careful scrutiny 
to applications for United States dollars, the Regulations were 


8 


amended in October to reduce from $100 to $25 the exemption 
from completion of a permit form for applications for United 
States dollars in forms other than currency. At the same time 
the authority of banks and the post office to sell United States 
dollars for benevolent remittances was reduced from $100 to $25 
per applicant per month. Larger applications are carefully reviewed 
by the Board. 


THe UnorrictaL MARKET IN CANADIAN DOLLARS 


Throughout 1947 the Canadian dollar was quoted at a discount 
on the so-called unofficial market in the United States. The nature 
of this market and the reasons for its limited significance were 
outlined in the Board’s annual report for the year 1946. In brief, 
the unofficial market is a relatively small one within which United 
States dollar area holders of Canadian dollars which are not con- 
vertible at the official rate are free to re-distribute these holdings 
among themselves. Fresh supplies of Canadian dollars coming into 
the market result from the authorized liquidation by non-residents 
of capital assets in Canada. Canadian dollars bought in the 
unofhicial market may be used in Canada for limited purposes only. 
The most important permitted use is to acquire investments in 


Canada. 


In these circumstances the price. of Canadian dollars in the 
unofficial market reflects, at least in part, the willingness of United 
States dollar area residents to hold Canadian investments. If as 
a group they wish to increase their investment in Canada the 

rice of Canadian dollars in the market will be driven up until it 
reaches the official market price, at which point the demand for 
additional Canadian investment can be satisfied either through non- 
resident purchases of Canadian dollars in the official market or, 
what amounts to the same thing, through non-residents foregoing 
conversion of such convertible Canadian dollars as may accrue to 
them. In the face of a strong demand for Canadian dollars on the 
part of United States dollar area residents the unofficial market is 
therefore, in effect, forced into the official market and an inflow 
of United States dollars into official reserves results. It is only 
when demand in the unofficial market is strong enough to force the 
price of the Canadian dollar up to the official price that operations 
in the market can produce an inflow of United States dollars. 
For this result to be achieved the demand for Canadian dollars 
in the unofficial market for investment, etc., must exceed the 
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supply made available through non-resident sales of securities in 
Canada, redemptions of securities held by non-residents, principal 
repayments in Canadian dollars, etc. 


If, on the other hand, United States dollar area residents as 
a group wish to reduce their investment in Canada the price of the 
Canadian dollar in the unofficial market will fall. A general 
reluctance to hold Canadian dollars or assets convertible into 
Canadian dollars is overcome by a drop in the price of the Canadian 
dollar; as the price falls sales become less attractive, and purchases 
more attractive until a new equilibrium is reached. The total 
holdings by United States dollar area residents of Canadian invest- 
ments remain unchanged except to the extent that Canadian 
dollars may have been drawn off for use as travel funds, but the 
distribution of the holdings may be substantially different. 


During some months of 1943 and 1944, throughout almost all 
of 1945 and in the early part of 1946, the demand for Canadian 
dollars in the unofficial market was so strong that it forced the 
price of the Canadian dollar in that market up to a point between 
the official buying and selling rates. The average unofficial rate 
for the Canadian dollar during 1945 and the first half of 1946 was 
about 90.6 cents U.S. while the official buying price for Canadian 
dollars was about 90.1 cents U.S. before October 15, 1945 and about 
90.5 cents U.S. thereafter, and the official selling price was about 
90.9 cents U.S. At 90.6 cents U.S. for the Canadian dollar in 
the unofficial market, investment in Canada by non-residents was 
so large that demand overflowed in volume into the official market. 
Reference has been made in earlier Board reports to this heavy 
capital inflow and to the large increase in gold and United States 
dollar reserves which resulted from it. 


When the official foreign exchange value of the Canadian 
dollar was raised to parity with the United States dollar early in 
July 1946 the price of the Canadian dollar in the unofficial market 
rose at once to about 99 cents U.S. and then gradually fell off. It 
averaged about 96.3 cents U.S. from July 5 to the end of the year, 
about 93.5 cents U.S. in the first half of 1947 and about 90.4 cents 
U.S. in the second half. The fact that throughout this period the 
price of the Canadian dollar in the unofficial market was con- 
sistently below the price in the official market indicates that no 
net inflow of capital took place. 


A review of the transactions which have taken place in the 
unofficial market over the past few years indicates that the demand 
of United States dollar area residents for Canadian investments 
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is very much affected by factors other than the price of the Can- 
adian dollar. It must be remembered that the exchange rate 
at which such investors acquire Canadian assets is generally 
the rate for the Canadian dollar in the unofficial market. During the 
last six months of 1947 the average price of the unofficial Canadian 
dollar was about 90.4 cents U.S. This is almost exactly the same 
price for the unofficial Canadian dollar as ruled during most of 
1943, 1944 and 1945. However, the response of United States 
investors as a whole to the same price in the two periods was 
different. There was no decline in the rate at which new capital 
was invested directly in Canadian industry by United States 
investors, but whereas in the earlier period they were net pur- 
chasers of outstanding Canadian domestic securities, in the later 
period they became net sellers. 


GENERAL OBSERVATIONS ON THE FOREIGN ExCHANGE POSITION IN 


1947 


In 1947, as in 1946, Canada extended very large credits to the 
United Kingdom and other foreign countries. Unlike 1946, how- 
ever, there was not a large over-all current account surplus in our 
balance of payments in 1947, and the combination of large exports 
financed by credits and large imports paid for in cash was the main 
_ factor responsible for the rapid depletion of our reserves of gold 
and United States dollars. 


The principal elements in our international accounts with the 
world as a whole and with the areas of main economic significance 
are shown in Table IJ. After providing contributions to official 
relief in the amount of $38 million, Canada had last year a current 
account surplus in its international balance of payments of $47 
million. We made net capital payments, mainly through the 
repatriation of Canadian securities held abroad, amounting to 
$154 million and, in addition, paid the balance’ amounting to $74 
million of our gold subscription to the International Monetary 
Fund. Since, in addition to these capital payments, we extended 
export credits in the amount of $563 million, our reserves fell by 


$743 million. 


As the second column of Table II shows, the bulk of these 
export credits was extended to the United Kingdom. Drawings 
on the United Kingdom credit, at $423 million, covered approxt 
mately half the sterling area’s current account deficit of Canadian 





1An initial payment of $1 million was made in 1946. 
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dollars which reached the high figure of $872 million dollars. The 
balance of the current account deficit and the net capital inflow 
from the sterling area to Canada (representing mainly the amount 
by which British repayments on the 1942 Loan exceeded British 
receipts of Canadian dollars from security sales, etc., during this 
period)! were financed through the sale of convertible exchange to 


Canada. 


With other overseas countries we had a current account 
surplus (after official relief contributions) of $313 million. This was 
offset to the extent of $44 million by private outward movements 
of capital other than export credits (representing the withdrawal 
of balances released by the Custodian of Enemy Property, the pro- 
ceeds of redemptions of Canadian securities, etc.). The remaining 
deficit of $269 million was financed in approximately equal parts by 
net export credits and by cash payments in convertible exchange. 

The last column of Table II indicates that in addition to having 
to meet a current account deficit of $1,138 million with the United 
States we made net capital payments, chiefly for repatriation of 
securities, to the amount of $163 million. Adding the gold sub- 
scription to the International Monetary Fund to our current and 
capital account deficits with the United States and adding also 
the balancing item of $6 million, our net gold and United States 
dollar requirements amounted to $1,381 million in 1947. This 
was met to the extent of $638 million by using the convertible 
exchange we got from countries other than the United States 
in partial settlement of their deficit with us. To meet the balance 
of our United States dollar deficit it was necessary to draw down 
our reserves to the extent of $743 million. 

Table III shows in some detail for both 1946 and 1947 the 
various items in our current account balance of payments with the 
world as a whole and with the divisions of main economic signif 
cance. A comparison of 1947 with 1946 reveals two important 
developments of a general character, namely the reduction in our 
over-all surplus (excluding relief shipments) from $357 million to 
$47 million, and the increased geographical unbalance in our 
accounts. 

The virtual elimination in 1947 of the surplus in the Canadian 
balance of payments is a reflection of Canadian prosperity. Can- 
adian incomes attained new high levels and demand was further 





1As there is a lag between the time when Canadian dollars accrue to the United Kingdom 
through the sale or redemption of Canadian securities held by British residents and the time when 
repayments are effected on the 1942 Loan, the figures for sales, etc. and repayments are not identical 
in any given calendar year. 
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buttressed by the availability of war-time accumulations of savings; 
investment in plant, equipment and housing rose to record levels 
and investment in inventories was also high. With consumption 
and investment at very high levels, imports and other expenditures 
abroad rose. Since our exports of goods and services did not rise 
proportionately our current surplus was greatly reduced. 


The slowness of recovery in Europe has been a major factor 
contributing to the increased unbalance in our international 
accounts. The restoration of European production which had 
been under way in 1946 received a set back in 1947 as a result of the 
severe winter of 1946-47, poor crops, growing political tensions 
and other reasons. In consequence these countries were less able 
to pay for imports with exports than they would otherwise have 
been. Thus it was necessary for them to draw on their credits, 
including those which Canada extended, more rapidly than had 
been anticipated in order to maintain the desired flow of imports. 
In these circumstances Canada had to rely increasingly on other 
sources, mainly the United States, for its imports and to draw 
heavily on reserves of gold and United States dollars to pay for 
them. 


Transactions with the United States 


As Table III shows, Canada’s current payments to the United 
States, particularly payments for imports of goods and related 
services, rose very markedly in 1947. The net deficit on current 
account with the United States increased from $613 million in 
1946 to the extraordinarily high figure of $1,138 million in 1947. 


SD ABmmaGL V, 


Net Balances of Current Transactions with the United States in 
1946 and 1947 
(Millions of Canadian dollars) 





1946 1947 

Wherchericdise. \ aAtiaverire cxey acelin Weerin dette: — 430 — 892 
Non-monetary eoldd.s syauw telhs! chin Held. ees “36 + 99 
Pirro tistell Tatty. eenaet Met open ty hr cond 2p + 86 + 83 
Tnterestia nel oi ena seuc sd tyes sctics Jbesccgets — 209 — 238 
Beciaht apdrship ping mses: ees Siaaih..naoow. 2s — 68 —115 
mak other current. items Pe hela. tke’ — 88 — 75 

Balaneeson current accOulitem © tuo. —613 —1,138 





Including receipts of War Supplies Ltd., amounting to $55 million in 1946 and $13 million in 
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The large increase in our current account deficit with the 
United States is mainly attributable to the increase in imports 
from that country from nearly $1,400 million in 1946 to nearly 
$2,000 million in 1947. The high level of imports reflects, of 
course, the high level of economic activity which prevailed in 
Canada throughout the year. Attention must be particularly 
directed at the part which the expansion of private investment 
played in increasing our imports from the United States. New 
developments of productive capacity and renovations and replace- 
ments—many of them long deferred—combined to make the total 
of investment and construction of record size in 1947. Gross 
domestic investment in plants, equipment and housing at $2 billion 
was more than 50 per cent larger than in 1946. 


Past periods of investment boom in Canada have also been 
accompanied by high imports and generally by over-all current 
account deficits. This was the case during the development boom 
which was at its peak during the years 1912 and 1913, and also in 
the period between 1928 and 1930. Imports of capital equipment 
and durable goods in general were conspicuously high in these 
years, and other types of import were also greatly expanded by 
high levels of income generated by investment expenditure at 
home. Imports reached their highest levels of the inter-war 
period in 1928 and 1929. Canada’s over-all current account deficit 
reached record levels in those years of $311 and $337 million 
respectively. It is noteworthy that, whereas in earlier periods 
of intense investment activity we had large current deficits with 
the world as a whole, in 1947 we hada small surplus. The ability 
to maintain a high level of investment (and a high level of con- 
sumption) without a balance of payments deficit in 1947 reflects 
the increased and more diversified productive capacity of the 
country. 


Apart from the high level of economic activity there were 
certain other factors of a general nature accounting for the unpre- 
cedented amounts spent by Canadians on imports from the United 
States in 1947. One of these, the inability to obtain normal supplies 
from other countries, has already been referred to. In 1947 we 
had to obtain 77 per cent of our total imports from the United 
States, compared with 61 per cent in pre-war years. Another 
was the rise in prices in the United States. While no precise 
measure is available, it is believed that as much as half of the 
increase of approximately $570 million in the cost of our imports 
from the United States can be attributed to this cause. Canadian 
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export prices also rose but, since our exports to the United States 
are much less than our imports, even a uniform rise in the prices of 
export and import goods adds to our exchange deficit. 


Current expenditures in the United States on non-merchandise 
items were also higher in 1947 than in 1946; the increase was about 
11 per cent compared with over 40 per cent in the value of imports. 
The transportation bill was larger on account of the greater volume 
of imports and the general increases in railway rates in the United 
States. Canadian travel expenditures in the United States also 
increased materially. More Canadians went to the United States, 
the cost of travelling was higher and more merchandise was avail- 
able for purchase by tourists. Income payments were up, due main- 
ly to higher corporation earnings. Dividend payments to the 
United States rose from $149 million in 1946 to a new peak of 
$182 million in 1947. The rise was particularly marked in pay- 
ments by Canadian subsidiaries to parent companies but dividends 
declared by publicly owned companies with United States share- 
holders were also higher than in 1946. 


Current receipts by Canada from the United States rose by 
less than 9 per cent compared with an increase of more than 30 per 
cent in current expenditures. Canadian exports were $153 million 
higher, the increase occurring mainly in exports of newsprint, 
pulp, lumber and other wood products. Again in 1947, as in 1946, 
a limiting factor on our exports to the United States was our 
commitments to the United Kingdom and other overseas countries. 
In certain cases, export controls on shipments to the United States 
were maintained to enable us to meet these commitments. Gold 
production was only slightly higher and the revenue from United 
States tourists in Canada was up moderately from the high level 
of the previous year. 


Table V shows that in 1947 Canada’s balance of indebtedness 
to the United States dollar area was increased by about 500 
million dollars when account is taken of the large decline in official 
reserves. Apart from this decline, capital movements with the 
United States dollar area had the effect of reducing Canada’s 
indebtedness to the United States by nearly $250 million. The 
main form that this reduction of indebtedness took was the 
repatriation from the United States of Canadian securities payable 
in United States funds; United States holdings of Canadian securi- 
ties of this type were reduced by $183 million in the course of the 
year. In addition to maturities there were some substantial issues 
called in advance of maturity, including a Dominion Government 
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TABLE V 


Principal Changes in Canada’s Debtor Position Vis-a-Vis the 
U.S. Dollar Area!—1947 


(in millions of Canadian dollars) 


A. Decreases in Canada’s External Assets 





DetreaseiniLiqtiid \Reservess40. 6 Warr nen Sinckeene 743 
Liquidation of United States Securities............ 9 
Other Foreign Assets:Realtved. or baw ot. asa. 11 
less 
Gold Subscription to International Monetary Fund... 74 
Net Dectine- in Ascete «tte a 2. cic mah manner res 689 
B. Decreases in Canada’s External Liabilities 
Redemptions of Canadian Securities.............. 223 
Repurchases of Outstanding Canadian Securities..... 9 
Less— 
Increase: invother cia bilities ss oA et Oe 50 
NetsDecline:in Tdabilitics) Gea Wer eee 182 
Net Increase in Indebtedness indicated by above 
Changescin osiiion pear cg hay eee eres ene 507 





1Fxcluding changes in undistributed profits. 


issue of $30 million due in 1948 and various provincial and cor- 
porate issues. Besides the redemptions of Canadian issues payable 
in United States dollars there were redemptions of $40 million 
of Canadian issues payable in Canadian dollars only. Other 
transactions in outstanding securities were largely offsetting; repur- 
chases of Canadian securities exceeded sales to the United States 
by about $9 million while Canadians were net sellers of United 
States securities of a like amount. 


Capital movements which were not connected with security 
transactions resulted in net inflows of capital to Canada both 
through liquidations of Canadian assets abroad and increases in 
Canadian liabilities to the United States. Some of these inflows 
were in United States dollars and included direct investments, 
loans and advances and some liquidations of Canadian-owned 
assets in the United States; others were in the form of Canadian 
dollars acquired by non-residents in the unofhcial market. 


It will be noted that in Table V the gold subscription to the 
International Monetary Fund has been offset against the reduction 
in liquid reserves. In addition to the gold subscription Canada 
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paid her Canadian dollar subscription—$194 million in the form 
of non-interest bearing demand notes, and about $31 million in 
the form of cash. Canada’s subscription made to the International 
Bank for Reconstruction and Development in 1947 was in the 
form of non-interest bearing demand notes totalling $32.5 million. 


Transactions with the Sterling Area 

Exports to the United Kingdom and other countries of the 
sterling area reached a peacetime peak in 1947. The current 
balance with the United Kingdom rose from $500 million in 1946 
to $632 million in 1947, while with other parts of the sterling area 
it rose from $164 million to $240 million. 


The financing problem created by the large sterling area 
deficiency of Canadian dollars has been referred to above. Drawings 
of $423 million on the Canadian loan to the United Kingdom in 
1947 covered about one-half of the current account balance with 
the sterling area. Total drawings on this loan from its negotiation 
in 1946 to the end of 1947 amount to $963 million. Receipts of 
convertible exchange from the United Kingdom totalled $505 
million during 1947. As no convertible exchange was received 
from the United Kingdom in 1946 following the receipt of gold in 
March of that year in connection with the Settlement of War 
Claims, receipts of convertible exchange in 1947 should be related 
to the total British drawings on the Canadian loan of $963 million 
to the end of 1947. 


The United States dollars which Canada received from the 
United Kingdom in 1947 were negotiated transfers related to the 
amount of British drawings under the Canadian Government 
credit; these cash payments to Canada were not connected with 
the convertibility of sterling. Indeed, the arrangements regarding 
sterling convertibility which were in effect, as far as Canada was 
concerned, from January 1 to August 20, 1947 had only minor 
effects upon the use of sterling by Canadians. 


Transactions with Other Countries 

As indicated in Table III, Canada had a current surplus 
(exclusive of relief shipments of $38 million) of $313 million with 
countries other than the United States and the sterling area in 
1947, compared with a current surplus (exclusive of relief shipments 
of $92 million) amounting to $306 million in 1946. Net receipts 
of convertible exchange from this group of countries in 1947 
amounted to $133 million, a somewhat higher amount than was 
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received in 1946. This includes amounts sold by borrowing 
countries under the terms of their credit agreements with Canada, 
receipts of United States dollars from UNRRA to cover expendi- 
tures in Canada, and net receipts from exports and transportation 
services arising from private commercial trade, including trade 
with countries in this group with which we operate on a cash 
basis. 


A substantial part of the exports of this group of countries 
continued to be financed by Canadian Government credits in 1947. 
Net export credits amounted to $140 million, compared with 
$210 million in 1946. Table VI shows the net loans and advances 
extended by Canada to foreign governments under the War 
Appropriations Acts and the Export Credits Insurance Act from 
1945 to 1947 and the undrawn balance of credits under the latter 
Act at the beginning of 1948. 


SUMMARY: FOREIGN LENDING AND THE LEVEL OF RESERVES 


Canada’s experience in 1947 demonstrates once again the 
vital importance to this country of cash income from exports. It 
reemphasizes the extent to which traditional Canadian trading 
relationships depend upon a world economy which functions in 
such a way as to permit European nations to pay for their net 
purchases here with convertible foreign exchange. Since the 
economic recovery of Europe is a prerequisite to the restoration of 
a world economy of this character, Canada has an important stake 
in Europe’s rehabilitation. The extent of Canada’s loans to Euro- 
pean countries shows that this stake has been recognized. Ona 
proportionate basis, the financial assistance extended compares 
favorably with that extended by any other country. The assistance 
has been on a scale which has involved risks for Canada, and part 
of the price we have paid is a serious depletion of our exchange 
reserves. 


At the end of 1947 Canada’s official reserves of gold and U.S. 
dollars totalled $502 million. Having regard to the great importance 
of international transactions to the Canadian economy, and in 
view of the levels of current prices and the disturbing uncer- 
tainties of current international affairs, there can be no doubt that 
these reserves are unsatisfactorily low. It is therefore important 
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that they should be replenished as rapidly as possible. The $300 
million credit arranged with the Export-Import Bank of Washing- 
ton provides a useful immediate supplement to our exchange 
reserves, but it must be recalled that drawings on this credit are 
repayable within a period of five years. 


Any arrangement whereby we could receive payment in 
convertible exchange for a larger proportion of our exports would 
strengthen our reserves. The difficulty is, of course, that the 
countries to which we have been shipping goods on credit are 
themselves experiencing very serious shortages of convertible 
exchange. There can be little doubt that they need our goods or 
that it is in our long-term interest that they should continue to 
receive them, but unless they receive substantial assistance from 
other sources it seems probable that we cannot continue for much 
longer to receive from them convertible exchange at the 1947 rate. 


It is clear that substantial further assistance to European 
countries is needed before a viable world economy can be restored. 
A new and hopeful initiative in this direction has been taken 
by the United States in the form of the European Recovery 
Program which is at present under consideration by the United 
States Congress. Because it is aimed at restoring European pro- 
duction and world trading relationships, this program has a vital 
bearing on Canada’s future international position. It has not been 
approved by Congress at the time this Report is written, and it is 
therefore impossible to tell what its eventual character will be. 
The program is intended, however, to make it possible for European 
countries to receive from the Western Hemisphere goods and 
services which will contribute to the establishment of a healthy 
economy. It envisages financial assistance from other Western 
Hemisphere countries as well as from the United States, but it 
has been recognized that these other countries cannot themselves 
finance all the anticipated European deficits with them. Plans have 
therefore been made for what are known as “‘offshore purchases”, 
that is, for purchases of non-United States goods for shipment to 
Europe out of funds provided by the United States Government. 
Should a program of this type eventually be adopted by the United 
States it will almost certainly afford an opportunity for Canada 
to earn more convertible exchange from shipments to Europe than 
would otherwise be the case. This, in turn, would enable Canada, 
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while supplying to Europe the goods which Europe needs, to 
continue the flow of essential imports from the United States 
without which our productivity would be impaired—and with it 
our capacity to maintain exports at current high levels. 


However, it is important for us to realize that even a European 
reconstruction program providing for very large “off-shore pur- 
chases” in Canada would not by itself solve our immediate foreign 
exchange problem. The reason for this is that even if all of our 
exports were to yield convertible exchange our reserves could not 
increase by more than our over-all current account surplus. To 
the extent that we must make net payments on capital account 
to the United States dollar area the increase would be less. In 
1947 our over-all current account surplus was small and had 
remedial action not been taken we could not count on any surplus 
at all in 1948. 


Moreover, while there are definite limitations on Canada’s 
ability to extend credit, it is not realistic to envisage that there 
will be a complete halt to the extension of credit to Europe. In- 
deed, Canada has already agreed to drawings on the United 
Kingdom credit of $45 million in 1948. But if our lending is not to 
involve further drafts on our gold and United States dollar reserves 
it must be covered by a current account surplus of equal size. And 
if we are at the same time to extend credits and to replenish our 
liquid reserves we must have a current account surplus larger than 
our loans. This is the core of our present foreign exchange 
problem. 


I am, Dear Sir, 
Yours faithfully, 
G. F. TOWERS, 


Chairman. 
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AUDITOR GENERAL’S REPORT 


I have examined the transactions in connection with the Exchange Fund 
Account for the year ended December 31, 1947, and have obtained all the 
information and explanations I have required. In my opinion the transactions 
have been in accordance with the provisions of the Foreign Exchange Control 
Act, and the above statement exhibits a true and correct view of the state of 
the Account as of December 31, 1947. 


WATSON SELLAR, 
Auditor General. 


Ottawa, Canada, 
March 16, 1948. 


MEMBERS OF FOREIGN EXCHANGE CONTROL BOARD 


Chairman: G. F. Towers, Governor of the Bank of Canada (or in his absence 
the Deputy Governor) 


W. C. Crarx, Deputy Minister of Finance 

L. GerMatn, Director of Operations, Post Office Department 

M. W. Macxenziz, Deputy Minister of Trade and Commerce 

L. B. Pearson, Under-Secretary of State for External Affairs 

D. Sm, Deputy Minister of National Revenue, Customs and Excise 


L. Rasminsky, Executive Assistant to the Governors of the Bank of Canada, 
Chairman (Alternate) 


A. Latonpg, Solicitor, Post Office Department, Alternate to L. Germain. 
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OFFICERS — 


Chairman: G. F. Towers, Governor of the Bank of Canada (or in his absence 
the Deputy Governor) 


Chairman (Alternate): L. Rasmrsxy, Executive Assistant to the Governors of 


the Bank of Canada 


Assistants to the Chairman: 
L.P. Sarnt-Amour, Assistant Deputy Governor of the Bank of Canada 
D. G. Marstz, Secretary, Bank of Canada 


Advisors: 
Foreign Exchange: S. Turx, Chief of the Foreign Exchange Division, Bank 
of Canada 
Securities: J. E. Coyne, Securities Advisor and Executive Assistant to the 
Governors of the Bank of Canada 
Statistics and Research: J. R. Beattie, Chief of the Research Department, 
Bank of Canada 


Secretary: R. H. Tarr 

Commercial Section—Distributors: A. O. Grpsons 
Commercial Section—Producers: G. ABRAMS 
Enforcement Section: R. LANG 

General Section: H. $. Hottoway 

Insurance Section: H. G. JoHNsTON 

Interest and Dividends Section: J. P. Barwick 
Securities Section: C. E. FArRwEATHER 


Statistics and Research Section: C. D. BrytH 


BRANCH OFFICES 


INinnitea es C)Ucry we ate ceeer Cees ts sete re nats L. BolssoNNAULT 
‘Tayatahee hl Osnorke pee y eres Anyi Pec ion, Weer ner Reet R. F. B. Taytor 
7 ATICOUL VET ys ete ec ote Ma eau e. (Sa DN a latictha's E. M. JoHNsTON 
A riclsOrse COLIDANG Senna emer eee taienmiRe oto tial J. S. Lock 
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OTTAWA 
EDMOND CLOUTIER, C.M.G., B.A., L.PH., 
PRINTER TO THE KING'S MOST EXCELLENT MAJESTY 
CONTROLLER OF STATIONERY 





